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Esteban García-Canal and Mauro F. Guillén

Professors Guillén and García-Canal investigate the proliferation of the new 
multinationals. Many of these firms were marginal competitors until recently  
and are now challenging the world’s most accomplished and established 
multinationals. In their article they examine some fundamental questions in 
relation to this phenomenon. What common distinctive features do these 
firms share that sets them apart from traditional multinational enterprises? 
What advantages have made it possible for them to operate and compete 
not only in host countries at the same or lower level of economic develop-
ment but also in the richest economies? How have they been able to expand 
abroad at such speed, defying conventional wisdom in relation to interna-
tional expansion? 

In answering these questions they redefine the established theory of the 
MNE. They find that in effect, globalization, technical change, and the com-
ing of age of the emerging countries have facilitated the rise of a new type of 
MNE in which foreign direct investment is driven not only by the exploitation 
of firm-specific competences but also by the exploration of new patterns of 
innovation and ways of accessing markets.
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        Key Features for the Company of the Future:     

A Company That  
Can Deal With Growing 
Uncertainty 
It will be willing to make 
decisions incrementally and 
to be always on the look-out 
for new opportunities. This 
company will be integrated 
in networks with partners, 
clients and suppliers.

A Company That 
is Flexible in Its 
Relationships with 
Employees
It will enable older employees 
to stay with the company 
under flexible formulas 
so that the company can 
benefit from their experience 
and society can cope with 
population ageing.

A Company That 
Embraces Innovation  
and Adaptation
The company of the 
future will be a learning 
organization, in continuous 
interaction with the 
environment, becoming 
an open, borderless 
organization.
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The Rise of the New Multinationals
 

Perhaps one of the most far-reaching developments of the last twenty years has to 
do with the rise of emerging economies, which once represented no more than 
15% of the global economy and now have come to account for nearly 50% of eco-
nomic activity. These economies are growing fast and are located around the world, 
including the BRICs (Brazil, Russia, India, and China), MITS (Mexico, Indonesia, 
Turkey, and South Africa), and many other economies in Africa, East Asia, South 
Asia, Latin America, and the Middle East. Some of these countries have become 
major exporters of manufactured goods while others sell agricultural, energy or 
mineral commodities. In the last few years, the emerging economies have also 
become major sources of foreign direct investment, that is, companies based in 
emerging economies have expanded throughout the world, making acquisitions 
and setting up manufacturing and distribution operations not just in emerging 
economies and developing countries but in developed ones as well, becoming 
Multinational Enterprises (MNEs).

The literature has referred to Emerging Market Multinationals in a variety 
of ways, including “third-world multinationals”,1 “latecomer firms”,2 “uncon-
ventional multinationals”,3 or “emerging multinationals”.4 In some cases, these 
firms are labeled according to their region of origin, using terms such as 
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“dragon multinationals”,5 or “multilatinas”.6 We label them as “The New 
Multinationals”.7 They have become key actors in foreign direct investment 
and cross-border acquisitions.8 

The proliferation of the new multinationals has taken observers, policymak-
ers, and scholars by surprise. Many of these firms were marginal competitors just 
a decade ago; today they are challenging some of the world’s most accomplished 
and established multinationals in a wide variety of industries and markets. In 
this chapter we try to answer three fundamental types of questions. First, do 
these firms share some common distinctive features that distinguish them 
from the traditional MNEs? Second, what advantages have made it possible for 
them to operate and compete not only in host countries at the same or lower 
level of economic development but also in the richest economies? Third, how 
come they have been able to expand abroad at dizzying speed, in defiance of the 
conventional wisdom about the virtues of a staged, incremental approach to 
international expansion? Before being in a position to answer these questions, 
one must begin by outlining the established theory of the MNE and explore the 
extent to which its basic postulates need to be reexamined.

The Theory of the Multinational Firm

Although MNEs have existed for a very long time, scholars first attempted to  
understand the nature and drivers of their cross-border activities during the 1950s. 
The credit for providing the first comprehensive analysis of the MNE and of  
foreign direct investment goes to an economist, Stephen Hymer, who in his  
doctoral dissertation observed that the “control of the foreign enterprise is desired 
in order to remove competition between that foreign enterprise and enterprises in 
other countries. Or the control is desired in order to appropriate fully the returns 
on certain skills and abilities”.9 His key insight was that the multinational firm  
possesses certain kinds of proprietary advantages that set it apart from purely  
domestic firms, thus helping it overcome the “liability of foreignness.” 

Multinational firms exist because certain economic conditions and proprie-
tary advantages make it advisable and possible for them to profitably undertake 
production of a good or service in a foreign location. The most representative 
case of foreign direct investment is horizontal expansion, which occurs when 
the firm sets up a plant or service delivery facility in a foreign location with the 
goal of selling in that market, and without abandoning production of the good 
or service in the home country. The decision to engage in horizontal expansion 
is driven by forces different than those for vertical expansion. Production of a 
good or service in a foreign market is desirable in the presence of protectionist 
barriers, high transportation costs, unfavorable currency exchange rate shifts, 
or requirements for local adaptation to the peculiarities of local demand that 
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make exporting from the home country unfeasible or unprofitable. However, 
these obstacles are merely a necessary condition for horizontal expansion, but 
not a sufficient one. The firm should ponder the relative merits of licensing a 
local producer in the foreign market (or establishing an alliance) against those 
of committing to a foreign investment. The suffi-
cient condition for setting up a proprietary plant 
or service facility has to do with the possession of 
intangible assets—brands, technology, know-how, 
and other firm-specific skills—that make licensing 
a risky option because the licensee might appropri-
ate, damage or otherwise misuse the firm’s assets.10 

Scholars in the field of international man-
agement have also acknowledged that firms in 
possession of the requisite competitive advantages 
do not become MNEs overnight, but in a gradual 
way, following different stages. According to the framework originally pro-
posed by researchers at the University of Uppsala in Sweden,11 firms expand 
abroad on a country-by-country basis, starting with those more similar in terms 
of socio-cultural distance. They also argued that in each foreign country firms 
typically followed a sequence of steps: on-and-off exports, exporting through 
local agents, sales subsidiary, and production and marketing subsidiary. A 
similar set of explanations and predictions was proposed by Vernon12 in his 
application of the product life cycle to the location of production. According 
to these perspectives, the firm commits resources to foreign markets as it  
accumulates knowledge and experience, managing the risks of expansion and 
coping with the liability of foreignness. An important corollary is that the firm 
expands abroad only as fast as its experience and knowledge allows. 

Enter the “New” Multinationals

The early students of the phenomenon of MNEs from developing, newly 
industrialized, emerging, or upper-middle-income countries focused their 
attention on both the vertical and the horizontal investments undertaken  
by these firms, but they were especially struck by the latter. Vertical  
investments, after all, are easily understood in terms of the desire to  
reduce uncertainty and minimize opportunism when assets are dedicated 
or specific to the supply or the downstream activity, whether the MNE 
comes from a developed country or not.13 The horizontal investments of 
the new MNEs, however, are harder to explain because they are supposed 
to be driven by the possession of intangible assets, and firms from devel-
oping countries were simply assumed not to possess them, or at least not 

The multinational
firm possesses
certain kinds
of proprietary
advantages that
set it apart from  
purely domestic firms
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to possess the same kinds of intangible assets as the classic MNEs from 
the rich countries.14 This paradox becomes more evident with the second 
wave of foreign direct investment (FDI) from the developing world, the 
one starting in the late 1980s. In contrast with the first wave FDI from  
developing countries that took place in the 1960s and 70s,15 the new MNEs 
of the 1980s and 90s aimed at becoming world leaders in their respective 
industries, not just marginal players.16 In addition, the new MNEs do not 
come only from emerging countries. Some firms labeled as born-global, 
born-again born-globals or born-regionals17 have emerged from developed 
countries following accelerated paths of internationalization that chal-
lenge the conventional view of international expansion. 

The main features of the new MNEs, as compared to the traditional 
ones, appear in Table 1. The dimensions in the table highlight the key dif-
ferences between new and conventional MNEs. Perhaps the most startling 
one has to do with the accelerated pace of internationalization of the new 
MNEs, as firms from emerging economies have attempted to close the gap 
between their market reach and the global presence of the MNEs from  
developed countries.18 A second feature of the new MNEs is that, no matter 
the home country, they have been forced to deal not only with the liability 
of foreignness, but also with the liability and competitive disadvantage that 
stems from being latecomers lacking the resources and capabilities of the 
established MNEs from the most advanced countries. For this reason, the 
international expansion of the new MNEs runs in parallel with a capabil-
ity upgrading process through which newcomers seek to gain access to 
external resources and capabilities in order to catch up with their more 
advanced competitors, that is, to reduce their competitiveness gap with 
established MNEs.19 However, despite lacking the same resource endow-
ment of MNEs from developed countries, the new MNEs usually have an 
advantage over them, as they tend to possess stronger political capabilities. 
As the new MNEs are more used to deal with discretionary and/or unstable 
governments in their home country, they are better prepared than the tra-
ditional MNEs to succeed in foreign countries characterized by a weak 
institutional environment.20 Taking into account the high growth rates of 
emerging countries and their peculiar institutional environment, political 
capabilities have been especially valuable for the new MNEs.

The new MNEs of the 1980s and 90s aimed at 
becoming world leaders in their respective
industries, not just marginal players. In addition, the 
new MNEs do not come only from emerging countries

The Rise of the New Multinationals
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Table 1. The New Multinational Enterprises  
Compared to Traditional Multinationals

The first three features taken together point to another key character-
istic of the new MNEs: they face a significant dilemma when it comes to 
international expansion because they need to balance the desire for global  
reach with the need to upgrade their capabilities. They can readily use 
their home-grown competitive advantages in other emerging or develop-
ing countries, but they must also enter more advanced countries in order 
to expose themselves to cutting-edge demand and develop their capabili-
ties. This tension is reflected in Figure 1. Firms may evolve in a way that 
helps them to upgrade their capabilities or gain geographic reach, or both. 
Although some emerging market multinationals can focus only on emerg-
ing markets for their international expansion, becoming what Ramamurti 
and Singh21 call local optimizers, the corporate expansion of the new mul-
tinationals typically entails moving simultaneously in both directions: 
capability upgrading and geographic reach. Along the diagonal, the firm 
pursues a balanced growth path, with the typical expansion pattern of the 
established multinationals. Above the diagonal it enters the region of capa-
bility building, in which the firm sacrifices the number of countries entered 
(i.e., its geographic reach) so as to close the gap with other competitors,  
especially in the advanced economies. Below the diagonal the firm enters 

Esteban García-Canal and Mauro F. Guillén

Speed of internationalization Accelerated Gradual

Competitive advantages Weak: upgrading 
of resources required

Strong: required resources 
available in-house

Political capabilities Strong:
political environments 

Weak:
political environments

Expansion path Dual path: entry into developing 
countries for market access 
and developed countries 
for resource upgrading

Single path: from less to more 
distant countries

Preferred entry modes External growth: alliances, joint 
ventures, and acquisitions

Internal growth: wholly 
owned subsidiaries

Organizational adaptability High, because of their 
recent and relatively limited 
international presence

Low, because of their ingrained 
structure and culture

DIMENSION NEW MNEs TRADITIONAL MNEs

firms used to unstable firms used to stable 

, ,
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the unsustainable region because prioritizing global reach without im-
proving firm competences jeopardizes the capability upgrading process.  
The tension between capability upgrading and gaining global reach forces 
the new MNEs to enter developed and developing countries simultaneously 
since the beginning of their international expansion. Entering developing 
countries helps them gain size and operational experience, and generate 
profits, while venturing into developed ones contributes primarily to the  
capability upgrading process. The new MNEs have certainly tended to expand  
into developing countries at the beginning of their international expan-
sion and limit their presence in developed countries to only a few locations 
where they can build capabilities, either because they have a partner there  
or because they have acquired a local firm. As they catch up with established 
MNEs, they begin to invest more in developed countries in search of mar-
kets, though they also make acquisitions in developed markets in order to 
secure strategic assets such as technology or brands.

The Rise of the New Multinationals

Figure 1. Expansion Path of New MNEs  
in Developed and Developing Countries
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A fifth feature of the new MNEs is their preference for entry modes based 
on external growth (see Table 1). Global alliances22 and acquisitions23 are used 
by these firms to simultaneously overcome the liability of foreignness in the 
country of the partner/target and to gain access to their competitive advantages 
with the aim of upgrading their own resources and capabilities. When entering 
into global alliances, the new MNEs have used their home market position to 
facilitate the entry of their partners in exchange for reciprocal access to the part-
ners’ home markets and/or technology. Besides the size of the domestic market, 
the stronger the position of new MNEs in it, the greater the bargaining power of 
the new MNEs to enter into these alliances. This fact is illustrated by the case  
of some new MNEs competing in the domestic appliances industry like China’s 
Haier, Mexico’s Mabe or Turkey’s Arcelik, whose international expansion was 
boosted by alliances with world leaders that allowed them to upgrade their tech-
nological competences.24 Capability upgrading processes have been possible 
in some cases due to the new MNEs’ privileged access to financial resources,  
because of government subsidies or capital market imperfections.25

A final feature of the new MNEs is that they enjoy more freedom to imple-
ment organizational innovations to adapt to the requirements of globalization 
because they do not face the constraints typical of established MNEs. As major 
global players with long histories, many MNEs from the developed economies 
suffer from inertia and path dependence due to their deeply ingrained values, 
culture and organizational structure. Mathews26 shows how the new MNEs 
from Asia have adopted a number of innovative organizational forms that suited  
their needs, including networked and decentralized structures.

When analyzing the foreign investments of the new MNEs of the 1960s and 
70s, scholars focused their attention on two important questions, namely, their 
motivations and their proprietary, firm-specific advantages, if any. The follow-
ing sections deal with these two issues.

Motivations of New MNEs

Table 2 summarizes the main motivations identified in the literature. As 
noted above, scholars documented and readily explained the desire of some 
of the new MNEs to create backward linkages into sources of raw materials 
or forward linkages into foreign markets in order to reduce uncertainty and 
opportunism in the relationship between the firm and the supplier of the 
raw material, or between the firm and the distributor or agent in the foreign 
market. Research documented, especially in the cases of South Korean and 
Taiwanese firms, their drive to internalize backward and forward linkages 
through the creation of trading companies, in some cases with government 
encouragement and financial support.27 For example, while during the 1960s 

Esteban García-Canal and Mauro F. Guillén
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Table 2. Motivations for Foreign Direct Investment  
by the New Multinational Enterprises

Backward linkage into raw 
materials

Firm seeks to secure supplies 
of crucial inputs in the face of 

Fields;27 Lall;13 Moghaddam 
et al.; 65 The Economist;66 
UNCTAD;33 Wells1

Forward linkage into foreign 
markets

Firm seeks to secure access 
to the market in the presence 

Fields;27 Moghaddam et al.;65 
UNCTAD;33 Wells1

Home-country government 
curbs

Firm attempts to overcome 
growth restrictions imposed 
by the government 
in its home market.

Lall;13 UNCTAD;33 Wells1

Spreading of risk Firm locates assets in different 
countries to manage risk.

Lecraw13

Move personal capital abroad Firm invests abroad so that 
owner(s) diversify their exposure 
to any one country.

Wells1

Follow a home-country 
customer to foreign markets

Firm follows home-country 
customers as they expand 
horizontally to other countries.

Guillén and  García-Canal;7 
UNCTAD;33 Wells1

Invest in new markets in 
response to economic reforms 
in the home country

Firm enjoying monopolistic 
or oligopolistic position in the 
home market is threatened by 
liberalization, deregulation and/
or privatization policies.

Goldstein;4 Guillén34

Acquire firm-specific 
intangible assets

Firm invests or acquires assets 
in more developed countries.

Deng;67 Guillén and  García-
Canal;16 Lall;13 UNCTAD33

Exploit firm-specific intangible 
assets

See Table 3

DIMENSION NEW MNEs TRADITIONAL MNEs

uncertainty or asset specificity. 

of asset specificity. 

a tiny proportion of South Korea’s exports reached foreign markets through 
the distribution and sale channels established by South Korean firms,  
by the 1980s roughly 50% of them were fully internalized, that is, handled by  
the exporters themselves.28 As would be expected, the new MNEs felt the 
pressures of uncertainty and asset specificity more strongly if they had  
developed intangible assets. For instance, using evidence on a representative  
cross-sectional sample of 837 Spanish exporting firms as of 1992, Campa 
and Guillén (1999)29 found that those with greater expenditures on R&D 
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were more likely to internalize export operations. A survey performed by 
CNUCYD in 2006 of the empirical evidence determined that many of the 
new MNEs, especially in the extractive and manufacturing sectors, became 
multinationals when they internalized backward or forward linkages.

Scholars also documented that developing-country MNEs wished to expand 
abroad in order to overcome limitations imposed by the home-country govern-
ment in the domestic market. In many developing and newly industrialized 
countries, limitations such as licensing systems, quota allocations, and export 
restrictions deprived firms from having enough growth opportunities at their dis-
posal; hence the desire to expand abroad.30 In part related to the previous motive, 
firms felt the need to spread risks by locating assets in different countries.31 This 
motivation was driven by the macroeconomic and political volatility characteris-
tic of so many developing and newly industrialized countries. A variation on this 
effect has to do with the case of family-owned MNEs from developing countries 
under the threat of government scrutiny or confiscation.32

The early literature on the new MNEs also identified buyer-supplier  
relationships as motives for a supplier establishing production facilities in a 
foreign country in which the buyer already had a presence.33 In some cases, 
both the buyer and the supplier are home-country firms that followed each 
other abroad, while in others the buyer is a multinational from a developed 
country that asks its supplier in a developing or newly industrialized country 
to co-locate either in its home country or in other countries.34

Firm-Specific Assets

Scholars also devoted attention to the proprietary, firm-specific intangible assets 
of the new MNEs, noting that they engaged in foreign direct investment with the 
purpose of not only acquiring such assets but also exploiting existing ones. Foreign 
expansion with a view to acquiring intangible assets, especially technology and 
brands, was not very important during the 1970s and 80s, but has become wide-
spread in the last two decades.35 With the advent of current account and currency 
exchange liberalization in many developing and newly industrialized countries, 
the new MNEs have enjoyed more of a free hand in terms of making acquisi-
tions, including multi-billion dollar deals. Many of these have targeted troubled 
companies or divisions located in the United States and Europe that possess some 
brands and product technology that the new MNE is in a better position to exploit 
because of its superior or more efficient manufacturing abilities.36

Acquisitions have not been the only way to gain access to intangible assets. 
The evidence suggests that the acceleration in the international expansion of 
the new MNEs has been backed by a number of international alliances aimed 
at gaining access to critical resources and skills that allow these firms to catch 
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up with MNEs from developed countries. As argued above, these alliances and 
acquisitions have been critical for these firms to match the competitiveness of 
MNEs from developed countries. For this reason the international expansion 
of new MNEs runs in parallel with the process of upgrading their capabilities. 
Sometimes, however, capability upgrading precedes international expansion. 
This is the case, for instance, of some state-owned enterprises that undergo a 
restructuring process before their internationalization and privatization.37 In 
other cases the capability upgrading process can follow international expan-
sion. This can happen in regulated industries, where firms face strong incentives 
to commit large amounts of resources and to establish operations quickly, 
whenever and wherever opportunities arise, and frequently via acquisition as 
opposed to greenfield investment.38 As opportunities for international expan-
sion in these industries depend on privatization and deregulation, some firms 
lacking competitive advantages expand abroad on the basis of free cash-flows 
as opportunities arise. As noted above, horizontal investments seemed to pose 
a challenge to established theories of the MNE. The literature had emphasized 
since the late 1950s that MNEs in general undertake horizontal investments on 
the basis of intangible assets such as proprietary technology, brands, or know-
how. The early literature on the new multinationals simply assumed that firms 
from developing or newly industrialized countries lacked the kind of intan-
gible assets characteristic of American, Japanese or European multinationals.39 
In fact, study after study found that the new multinationals scored lower on 
technology, marketing skill, organizational overhead, scale, capital intensity, and 
control over foreign subsidiaries than their rich-country counterparts.40

Still, horizontal investments cannot be explained without the presence of in-
tangible assets of some sort. Even though new multinationals may lack proprietary 
assets, they have developed other kinds of competitive advantages that they can 
display in foreign markets.41 Table 3 
summarizes the main types of intangible  
assets possessed by the new MNEs, as  
reflected in the existing literature. 
During the 1970s and 80s, the schol-
arly attention focused on capabilities 
such as the adaptation of technology 
to the typically smaller-scale markets 
of developing and newly industrialized 
countries, their cheaper labor, or imper-
fect input markets.42 Consumer-goods 
MNEs from these countries were also found to possess a different kind of intangi-
ble asset, namely “ethnic brands” that appealed to customers not only in the home 
market but also to the ethnic diaspora in foreign countries, especially in Europe 
and the United States.43 Other scholars noted that the new MNEs possessed an 

The new multinationals 
scored lower on technology, 
marketing skill, organizational 
overhead, scale, capital 
intensity, and control over 
foreign subsidiaries than their 
rich-country counterparts
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Technology adaptation Adaptation of available 
technology to small-scale 
product markets, cheap labor, 
and/or imperfect input markets.

Ferrantino;42 Heenan and 
Keegan;42 Lall;13 Lecraw;13 
Ramamurti and Singh;4 
Tolentino42

Early adoption of new 
technology

Implementation of new 
technology developed by 
someone else, especially in 
infrastructure industries such 
as construction, electricity or 
telecommunications.

Guillén;34 UNCTAD33

Reverse innovation/jugaad Make the most out of scarce 
resources.

Govindarajan and Ramamurti;54 
Guillén and García-Canal;16 
Kumar and Puranam55

Ethnic branding Consumer brands with appeal 
to immigrant home-country 
communities abroad.

Ferrantino;42 Heenan and 
Keegan;42 Lall;13 Lecraw;13 Wells1 

Efficient production and 
project execution

Ability to absorb technology, 
combine resources and innovate 
from an organizational point of 
view in ways that reduce costs 
and enhance learning.

Amsden and Hikino;45 
Goldstein;4 Guillén;46 Guillén 
and García-Canal;  Kock and 16

Guillén;  Mathews;  46 16

Ramamurti;19 Ramamurti and 
Singh;4 UNCTAD33

Product innovation Incremental product 
improvements; specialized 
products for market niches.

Lall;13 UNCTAD33

Institutional entrepreneurial 
ability

Skills or know-how needed 
to operate in the peculiar 
institutional conditions of less 
developed countries.

Caves;10 Lall;13 Lecraw;57 
Ramamurti19

Expertise in the management 
of acquisitions 

Experience gained in the home 
country in the management 
of M&As and corporate 
restructuring that help to 
extract value from cross-border 
acquisitions.

García-Canal and Guillén;20 Colli 
et al.; 41 Guillén34 

Networking skills Ability to develop networks of 
cooperative relationships.

Buckley et al.;25 Dunning;68 
Mathews16

Political know-how Advantage in dealing with host 
governments and with political 
risk in less developed countries.

Cuervo-Cazurra;20 Diaz Hermelo 
and Vassolo;57 García-Canal 
and Guillén;20 Goldstein and 
Pritchard;59 Lall;13 Lecraw13

INTANGIBLE ASSET DESCRIPTION REFERENCES

Table 3. Intangible Assets of the New Multinational Enterprises
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uncanny ability to incrementally improve available products and to develop spe-
cialized variations for certain market niches.44

During the 1980s students of the so-called East Asian miracle highlighted yet 
another intangible asset, one having to do with the ability to organize production 
and to execute large-scale projects efficiently with the help of technology borrowed 
from abroad in industries as diverse as steel, electronics, automobiles, shipbuilding, 
infrastructure development, and turnkey plant construction.45 Scholars also pro-
posed that these capabilities facilitated the growth of diversified business groups,46 
which in turn made it easier for firms within the same group to expand and invest 
abroad by drawing on shared financial, managerial, and organizational resources.47 
A specific type of managerial skill that becomes critical in accelerated interna-
tionalization is the ability to manage effectively organizational combinations such 
as mergers and acquisitions or strategic alliances. These abilities become critical 
when extracting value from these deals, deals that are necessary to learn and gain 
access to critical resources to increase the international competitiveness of the 
firm.48 The accrued skills in the management of M&As and corporate restruc-
turing by large Spanish firms competing in regulated industries were critical for 
their international expansion in Latin America.49 Buckley et al.,50 analyzing the 
success of Chinese firms capitalizing on the Chinese diaspora, argued that some 
firms have the ability to engage in beneficial relationships with other firms having 
valuable resources needed to succeed in global markets. The adoption of network-
based structures has also helped the development of the new MNEs by making 
easier the coordination of the international activities.51 However, home-country 
networks in several cases have also allowed these firms to take advantage of the 
experience of the firms with whom they have a tie.52

In more recent years, students of the new MNEs have drawn attention to other 
types of intangible assets. On the technology side, research has documented that 
firms in developing, newly industrialized, and upper-middle-income countries 
face lower hurdles when it comes to adopting new technology than their more 
established counterparts in rich countries. This is especially the case in industries 
such as construction, electricity, port operators or telecommunications, in which 
companies from Brazil, Chile, Mexico, South Korea, Spain, and Dubai, among 
other countries, have demonstrated a superior ability to borrow technology and 
organize efficient operations across many markets.53 Interestingly, Govindarajan 

A specific type of managerial skill that becomes 
critical in accelerated internationalization is 
the ability to manage effectively organizational 
combinations such as mergers and acquisitions  
or strategic alliances
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and Ramamurti54 point out that new MNEs are also capable of coming up with 
innovative products which they later sell in developed markets in a process 
called “reverse innovation”.55 Another area of recent theoretical and empirical 
research has to do with the political know-how that the new MNEs seem to 
possess by virtue of having been forced to operate in heavily regulated environ-
ments at first, and then rapidly deregulating ones, as illustrated by the expansion 
of Spanish banking, electricity, water, and telecommunications firms throughout 
Latin America and, more recently, Europe.56 This “political” capability was not 
lost on the early students of the new MNEs; they duly pointed out that these 
firms possessed an “institutional entrepreneurial ability” that enabled them to 
operate effectively in the peculiar political, regulatory, and cultural conditions 
characteristic of developing countries.57 Political and regulatory risk manage-
ment was identified in some early studies as a key competitive capability.58 In 
the last twenty years a new twist has been added to this theoretical insight after 
observing that the new MNEs are making acquisitions and increasing their pres-
ence in the infrastructure industries of the rich countries of Europe and North 
America, including electricity generation and distribution, telecommunica-
tions, water, and airport, ports and toll-highway operation, among others.59 The  
recent corporate expansion into Latin America of Spanish firms from regulated 
industries illustrates how firms tend to invest in those countries where their  
political capabilities are more valuable, that is, those with high political instability.  
Spanish firms from regulated industries reduced over time their propensity to 
invest in politically unstable countries, showing that it is easier to move from 
politically unstable countries to stable ones than the other way around.60

It is cardinal to note that while the managerial, organizational, and political 
skills of the new multinationals may not be “patentable,” they are rare, difficult 
to imitate and valuable, the three conditions identified in the resource-based 
view of the firm as characterizing a true “capability”.61 The international  
expansion of the new multinationals cannot be understood without taking 
into account these non-technological proprietary intangible assets, which have 
enabled them to obtain scarcity rents in addition to the extraordinary profits 
arising from imperfect competition. Thus, intangible assets have played a key 
role in the rise of the new multinationals, but the assets themselves tend not 
to be technology and brands, as in the case of traditional multinationals,62 but 
managerial, organizational, and political in nature.

Learning from the New Multinationals

In our recent book63 we have distilled the competitive capabilities of the 
emerging-market multinationals into seven principles that companies from 
any country in the world should adopt in order to be ready for the new kind 
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of intense global competition of the 21st century. First, we argue that action 
should take precedence over strategy. In the rapidly changing global economy, 
companies need to experiment and to adapt incrementally rather than wait 
for the “perfect” strategy to arrive. We illustrate this principle with the rise to 
global prominence of Bimbo, whose emphasis on operations and execution 
rather than strategy enabled it to become the world’s leading bread company. 
The second principle has to do with niche thinking. Companies must follow 
the path of least resistance into foreign markets, which typically is a narrow 
niche they can dominate. Later, they can use that niche as a platform or beach-
head for mounting an assault on the mainstream of the market. This is the 
strategy followed by Haier in the United States, a company that first targeted 
college students, and now is the world’s largest appliance brand in the world. 

The third principle involves building up scale fast so as to pre-empt competitors, 
attract price-sensitive customers, and build up market share. Samsung Electronics 
is perhaps the company that illustrates this principle best. It bet the farm by invest-
ing in huge factories for new products not just once but several times. It is now the 
world’s largest consumer electronics company. If scale is important in the global 
economy, so is the ability to embrace chaos, the fourth principle. Acer expanded 
throughout the world without fearing chaos, either externally or internally. It used 
a network of local partners to minimize risk and maximize adaptation. Today the 
company is the second largest personal computer brand in the world. In order to 
sustain rapid growth, and to learn new capabilities along the way, we propose a 
fifth principle which urges companies to acquire smart, in the dual sense of buy-
ing assets that complement its existing capabilities, and doing so at the right time 
and with a clear integration strategy in mind. Scale through internal and exter-
nal growth should enable the company to implement our sixth principle: expand 
with abandon. We argue that if a company waits to make a foreign move until it 
is ready, then it has waited too long. Foreign expansion cannot be planned day by 
day. Companies need to be willing to experiment, to engage in trial-and-error, to 
expose themselves to new opportunities and ways of doing things.

And it is at this point where our seventh, and most important, recommen-
dation comes in. In this new, rapidly-changing global economy companies 
must abandon the sacred cows. What brought them success in the past cannot 
become a hindrance for pursuing the new opportunities that are becoming 
available around the world.

Conclusion

The new MNEs are the result of both imitation of established MNEs from 
the rich countries—which they have tried to emulate strategically and orga-
nizationally—and innovation in response to the peculiar characteristics of 
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emerging and developing countries. The context in which their international 
expansion has taken place is also relevant. The new MNEs have emerged from 
countries with weak institutional environments and they are used to operat-
ing in countries with weak property-rights regimes, legal systems, and so on. 
Experience in the home country became especially valuable for the new MNEs 
because many countries with weak institutions are growing fast and they had 
developed the capabilities to compete in such challenging environments.

In addition, the new MNEs have flourished at a time of market globalization 
in which, despite the local differ-
ences that still remain, global reach 
and global scale are crucial. The new 
MNEs have responded to this chal-
lenge by embarking on an accelerated 
international strategy based on exter-
nal growth aimed at upgrading their 
capabilities and increasing their glob-
al market reach. When implementing 
this strategy, the new MNEs took ad-
vantage of their market position in 
the home country and, ironically, their meager international presence allowed 
them to adopt a strategy and organizational structure that happens to be most 
appropriate to the current international environment in which emerging 
economies are growing very fast.

It is also important to note that the established MNEs from the rich 
countries have adopted some of the patterns of behavior of the new multi-
nationals. Increased competitive pressure from the latter in industries such as 
cement, steel, electrical appliances, construction, banking, and infrastructure 
has prompted many American and European firms to become much less reli-
ant on traditional product-differentiation strategies and vertically integrated 
structures. To a certain extent, the rise of networked organizations64 and the 
extensive shift towards outsourcing represent competitive responses to the 
challenges faced by established MNEs. Finally, a special type of new MNE is 
the so-called born-global firm, which resembles the new MNE in many ways 
but has emerged from developed countries.

Taking all of these developments into account, it is clear that the tradi-
tional model of MNE is fading. In effect, globalization, technical change, 
and the coming of age of the emerging countries have facilitated the rise of 
a new type of MNE in which foreign direct investment is driven not only 
by the exploitation of firm-specific competences but also by the exploration 
of new patterns of innovation and ways of accessing markets. In addition, 
the new MNEs have expanded very rapidly, without following the gradual, 
staged model of internationalization. 
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It is important to note, however, that the decline of the traditional model 
of the MNE does not necessarily imply the demise of existing theories of the 
MNE. In fact, the core explanation for the existence of MNEs remains, name-
ly, that in order to pursue international expansion, the firm needs to possess  
capabilities allowing it to overcome the liability of foreignness; no firm-specific  
capabilities, no multinationals. Our analysis of the new MNEs has shown that 
their international expansion was possible due to some valuable capabilities 
developed in the home country, including project-execution, political, and 
networking skills, among other non-conventional ones. Thus, the lack of the 
classic technological or marketing capabilities does not imply the absence of 
other valuable capabilities that may provide the foundations for international 
expansion. It is precisely for this reason that the new MNEs are here to stay. 
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